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Small Industry and Its Role
The Industrial Development in Hong Kong
It was the Korean War that stimulated a spectacular boom in
the industrial development in Hong Kong. The refugees from
mainland China brought with them skilled manpower as well as
capital and skill in merchandising, which together with the laissez
faire policy of the Government, adequate banking and shipping
facilities, helped in the rapid development of industries. Of the
big manufacturing firms in operation today, many started in a
small way. These big corporations may account for a high
percentage of the total production, but it is the small firms that
actually constitute the backbone of Hong Kong's manufacturing
industries.
2Definition of Small Industries
In defining small industries, we need consider a number of
factors such as:
Total capital investment,
Number of workers employed,
Dollar volume of sales,




In practice, the facts about many of these factors are not
available due to their highly confidential nature. The major
common criteria used in determining the size of an industrial es-
tablishment are the number of workers and, to some extent, the
euqipment employed and capitalization. Furthermore, a pertinent
definition of small industry for one country may not be appropriate
for another. It varies from time to time and from place to place.
The following table provides a few definitions as adopted by some
Asian countries and the United States.
3TABLE I. DEFINITIONS ON SMALL INDUSTRIES IN THE ASIAN COUNTRIES
Inntrv Capital or assetsNo. of employees Source of definition
5-200 (5-300 for Total assets worth Medium Industry Banklorea
mining and 3,000,000 won (circa
transport) US$111,940) or less
Total assets worth300 or lessjapan
5,000,000 yuan (circa
US$133,000)or less
Total assets worth Small Business100 or less (forihina
manufacturing and Division, Executive5,000,000 yuan (circa
handicraft) 50 or US$125,000) or less Yuan (Council)
less (for commerce (for manufacturing and
transport and handicraft) or annual
service industries) sales worth 5,000,000
yuan or less (for com-
merce, transport and
service industries)
Philippines 5-100 Per-employee capital Institute for Small-
Scale Industries,worth 4,000 pesos
(circa US$1,028) or University of the
less Philippines
Phailand 50 or less Capital fixed assets Department of
worth 2,000,000 bahts Industrial Promotion,
(circa US$100,000) or Ministry of Industry
less
(to be continued on page 4)
4TABLE I. (Continued)
Capital or assets Source of definitionNo. of emDlovees(untry
Light Industries50 or lesskingapore Fixed assets (except






Fixed assets worth49 or less for Central Smallndiai
Industriesindustries using Rs.500,000 (circa
USu66,667 or less Organization,power-driven equip-
ment 99 or less for Rs.1,000,000 (circa Ministry of Industry
and Supplyindustries not using US$144,333) for
designated industriespower-driven
equipment
Source: Finance Policies for Small Industries in Five Asian
Countries (Asian Productivity Organization, Tokyo, 1969),
p•3• .
5In the United States, to be eligible to benefit from small
business loans, technical and other assistance provided by the
Government, a firm should have less than 250 employees.1
In Hong Kong, the Trade and Industry Advisory Board (TIAB)
defined a small industry as one directly employing not more than
200 workers with a total proprietor's fund of not more than
HK3600,000.2
1
Eugene Staley and Richand Morse, Modern Small Industry
for Developing Countries (New York, McGraw-Hill, 1965),
p.11.
2
2South China Morning Post, July 21, 1970, South China
Morning Post, March 2, 1972.
6The Role of Small Industries in Hong Kong
In Hong. Kong, small industries play an important and vital
role in economic development. As stated in the opening para-
graph of this paper, they are the backbone of its economy.
Statistical data from the Labour Department may serve as evidence
(see Table II). In March 1972, a total of 19,474 industrial
establishments were recorded, of which 18,980 (or 94.40%)
were small-scale firms.
Such firms employed 348,023 workers, or 58.15% of the total
labor force employed by manufacturing industries in the Colony.
These figures do not include a sizable number of small but
unregistered cottage industries. Unfortunately, there are no
statistics available regarding the total value of goods produced
annually by these small firms.
7TABLE II. INDUSTRIAL ESTABLISHMENTS CLASSIFIED BY NUMBER
OF WORKERS EMPLOYED AS IN MARCH 1972







2.6515,8760.042,000 to 2,999 7
8.3449,9370.191,000 to 1,999 37
A_41o. 40 50,99578500 to 999
17.94106,7-561.88200 to 49c) 366
41.85250,5322.54494Sub-Total.
Small Industry:
1+.5987,34C100 to 199 3.20625
82.884 13.866.101.18650 to 99
82.832 13.8313.6020 to 49 2,649
48.295 8.0618.2510 to 19 3,554






Source: Hong Kong Labour Department
8According to the C.I.F. value of shipments to the United
Kingdom covered by Commonwealth Preference Certificates in 1968,
exports by Hong Kong's factories employing less than 200 workers
amounted to approximately HK$721 million or 58,8% of total exports
to the United Kingdom market.I
TABLE III. EXPORTS TO THE UNITED KINGDOM
UNDER COVER OF E120 IN 1968
of total C.I.F.C.I.F. Value of
value of domesticdomestic exportsEmployment Groups
exports to the U.K.to the U.K. (HK $)




It is obvious that in terms of number of establishments,
amount of employment, and output, the small industries constitute
a very important segment of our economy. In addition, larger-
scale firms also rely to a considerable extent upon the services
of small-scale firms as sub-contractors.
1Evaluation of Contribution by Small Industry, memorandum
submitted to the Loans for Small Industry Committee by
the Industrial Development Branch, Commerce and Industry
Department, 31st. July, 1969, p.2.
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Problems of Small Industries in Hong Kong
Although the economic development of Hong Kong in the past
two decades has been considered remarkable, yet the small
industries as a whole has lagged behind the large-scale ones.
The problems of small business firms are manifold, such as lack
of sufficient funds for investment, poor management, lack of
technical knowledge, ignorance ot, market conditions, and
inability to compete with larger firms in the same field.
The following discussions briefly examine some of the most
common problems of small industries in Hong Kong, which may also
exist in other Asian. countries.
The discussion under this section is based on the
following sources:
(a) Finance Policies for Small Industries in Five
Asian Countries (Asian Productivity Organization,
1969), pp. 5-8.
(b) Hsin Sutu. Smaller Business Development (Paper
presented at Forum IPCCIOS III Conference, H.K.
Oct. ,.1958), p.15.
(c) K. Vepa, Some Lessons from Japan , Productivity
in Small Industries (Asian Productivity Organizat-
ion, Tokyo, 1969), pp. 18-20.
(d) Chao Chi-Chang, Smaller. Business Development
(Paper presented at Forum IPCCIOS III Conference,
.Hong Kong, October, 1968), p.14.
10
a. Financial Problem
It is a common practice of small businessmen to trust no
one except their own family members or relatives, which, in a
way, is responsible f or the stagnation not only of their
industry but also of the whole economy. The reluctance to
absorb outside capital is mainly due to their suspicion and
to the traditional policy of confining their organizations to
their family circles. Since no outsiders are allowed to join
their business, they are left with the problem of financing
their business with their own limited resources which are
unfortunately inadequate in most cases. On the other hand,
bankers are reluctant to take the risk of granting them loans,
because of their small operational scales and poor and/or
unknown credit standing. For all practical purposes, these
businessmen turn to their friends and business associates for
loans, which could be withdrawn at any time and carry higher
interest rates. More often than not, these loans become a
heavy burden. and liability for their expansion and development.
b. Raw Materials and Parts for Manufacturing Products
The problem of obtaining raw materials is quite a serious
one for small industries, as they enjoy no cash discount or
deferred payment in respect to their small volume of purchases.
11
c. Low Level of Technology
The use of outdated equipment and the lack of updated
technical knowhow make it difficult for the small industries
to export their products, which are uneven in quality and
standards.
d. The Shortage of Technicians and Skilled Workers
Skilled workers in small industries are often bought over
by large industries, as they want to get higher pay, better
working conditions and a brighter future.
e. Management Technique
The owner-manager usually devotes too much of his time to
small details. This self-imposed duty deprives him of time
needed for planning, for periodic studies of technological
changes and market developments, and for studying the changing
management concepts.
f. Space Occupied
Hong Kong contains one of the most crowded urban areas in
the world. The land shortage gives rise to problems of high




Small industries are always in a weak marketing position
for their products because of their insufficient knowledge of
advertising, weak bargaining power, inadequate financial
backing, no protection on trade marks and other related
weaknesses.
Conceivably, all these problems could exist in small
industries. Many of them are related. For instance, if a firm
is in a strong financial position, he might have adequate funds
to replace outdated equipment, enjoy cash discounts or trade
credit in purchasing, employ qualified persons, and promote
markets. Hence, many problems in production, purchasing,
marketing, management, etc., are automatically solved once the
financial position of the firm is improved. To this extent, the
writer thinks that small industries are in great need of finan-
cial aid in terms of both working capital and long-term loans.
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Purpose, Research Methodology, and Limitation of the Study
Purpose of the Study
The purpose of this study is to investigate the general
situation of small-scale industries in Hong Kong and to analyze
their financial problems, with special reference to the
Government Loans for Small Industry Scheme.
In Hong Kong, there are many kinds of financial institutions
which extend credits to business enterprises. Unfortunately, few
of the credits are given to small-scale industries which need
them badly for their survival, operation and expansion. The
small manufacturers have no access to the organized capital
market, and do not have sufficient securities to obtain credits
from banks or other financial institutions. What they can do to
meet their urgently needed financial requirements is to go to the
private money lenders who charge them interest at several times
the normal rate.
.Beginning from last June, the Government of Hong Kong has
put forth a loan scheme to help the small-scale industries: the
Government-guaranteed Loans for Small Industry Scheme. To what
extent would this loan scheme meet the re-equipment needs of
small industries in Hong Kong? How about their other needs?
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If it does not prove to be the best solution to meet the
financial requirements of small industries in Hong Kong, what
are the alternatives? These are the questions that the writer
attempts to explore and analyze in the following chapters.
Research Methodology
The method used in the study was library research and
personal interviews. Relevant information was obtained from
statistical data, books, journals, speeches by industrial leaders
and press releases concerning the small factories, the loan
scheme and the government financial assistance to small
industries in selected Asian countries through library research.
It also included information abstracted from a survey of the
operations of the Loans for Small Industry Scheme conducted
recently by the academic staff of the Lingnan Institute of
Business Administration.
In-depth personal interviews with 28 small-scale manufact-
urers were conducted by the writer during the period January to
March, 1973. The sample of these 28 firms was chosen from
(1) the Member's Directory, 1970-1971, published by The
Federation of Hong Kong Industries, (2) the Directory of Members,
1971, published by the Chinese Manufacturers' Association of Hong
Kong and (3) the Red Bood, 1970-1971, published by the Pacifica
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Publications Limited, Hong Kong. The sampling was based on three
criteria: (1) factories employing less than 200 workers. (2)
factories which were chosen by the Lingnan Institute of Business
Administration's survey were not included. (3) Judgemental
selection was adopted. These 28 firms covered manufacturers of
footwear, textiles, wearing apparel, plastic, electrical and light-
ing equipment, light metalware and machinery. An important
criterion with reference to the proprietors' funds of a factory
used in the Loans for Small Industry pamphlet for the definition
of small industries was not applied in the sampling. This was
because the amount of proprietors' funds of each factory chosen
was not available in these publications. Therefore this omiss-
ion might lead to a biased sample to some extent. In order to
avoid the identification of the sources of primary data collected,
names of individual executives interviewed were kept anonymous.
In the survey, the information obtained can be grouped
into four broad categories:-
(a) the structure of the small-scale industries
(b) the sources of finance presently available there to
(c) the terms on which finance is made available
(d) the difficulties experienced by small-scale industries
in securing bank loans.
16
A summary of the survey findings is given in Appendix I.
Limitations
In conducting his study, the writer has encountered
difficulties and problems which more or less hindered the
progress of the study.
Shortage of Literature
Since this is the first time the Hong Kong Government
recognizes the necessity of helping the small-scale industries
in solving their financial problems, literature on industrial
financing for small industry in Hong Kong is limited to
newspapers and speeches by industrial leaders only.
Lack of Co-operation
Because the terms of the loan seem not appealing to small
manufacturers, they show no interest or are reluctant to apply
the loan. The result is the small number of small manufacturers
responding to the writer's survey.
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CHAPTER II
GOVERNMENT FINANCIAL ASSISTANCE TO SMALL INDUSTRY
IN SELECTED ASIAN COUNTRIES1
The Need for Financial Aid to Small Industries
Shortage of initial capital and limited availability of
credit for expansion are the most widespread and typical-problems
Data on government financial assistance to small
industry in various selected Asian countries are
obtained from the following articles:
(a) Bert F. Hoselitz, The Role of Small Industry in
the Process of Economic Growth (Mouton Co.,
1968). pp. 51-57, 76-82, 158-161.
(b) Asian Productivity Organization, Finance Policies
for Small Industries in Five Asian Countries
(Tokyo, Asian Productivity Organization, 1969),
pp. 13-24.
(c) Asian Productivity Organization, Outline of Policy
for Smaller Enterprises (Asian Productivity
Organization, 1969), pp. 112-113, 117-126.
(d) RAM K. Vepa, Productivity in Small Industries:
Some Lessons from Japan,(Tokyo, Asian Productivity
Organization, 1969), pp. 48-57.
(e) R. V. Rao., Cottage 'SmallScale Industries
Planned Economy (Sterling Publishers (P) Ltd.,
1967), pp. 95-100.
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faced by small industry the world over. Even in countries where
financial institutions for channelling savings into investment
are well developed, small manufacturers still have difficulty in
meeting the various requirements of the lending institutions,
especially the security requirement. before a small industry
grows up, its prospects are very uncertain and investment in it
is a risk. This is the main reason why small industries find it
very difficult to obtain capital. Some countries like Japan,
Belgium and the Netherlands established systems whereby the
commercial banks may extend loans to small industry under the
guarantee of the government. However, in most Asian countries
it may not be easy to follow such a practice because of a lack of
understanding by government authorities or due to non-availability
of a qualified executing agency.
The financing problems of small-scale industries stem mainly
from the concentration of financial institutions' business on
large industries and the lack of collateral from the small
industries.
It is in recognition of these handicaps that governments in
most Asian countries have sponsored various financial assistance
programs to help small enterpreneurs, specially those who are
technically oriented.
19
Small Industry Finance Organs
In most Asian countries, the governments have set up
different agencies to assist in the financing of small indust-
ries. Normally small industries are rendered financial
assistance from governments with the cooperation of government-
affiliated industrial banks, commercial banks, state banks or
development banks.
Shown in Table VI are the small industries finance organs
affiliated with the governments of the Asian countries.
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TABLE VI. SMALL INDUSTRY FINANCE ORGANS AFFILIATED
WITH THE ASIAN GOVERNMENTS
Government agencies
Small industryin charge of small
Fund sourcesfinance organsCountry industry policies
Investments andMediumMinistry ofKorea




Capital investment bydoSmall BusinessChina.
the government andRepublic of Division, Executive
private banksYuan (Council)
Capital by theNACIDAPhilippines National Cottage
Industries Develop- government
Investments from theDevelopmentment Authority,
government deposits,Bank of theDept. of Commerce
bonds, foreignPhilippinesand Industry
currency borrowings
Capital by theLoan OfficeDepartment ofThailand
for Small government and privateIndustrial Promo-
banksIndustries De-tion, Ministry of
velopment, DIPIndustry




Small industryin charge of small





from the World Bang,Development
Finance Ltd. and the government
Investments andMalaysian
borrowing from MIDFLIndustrial Es-
Capital by thetate 1964 Ltd.
government
- do -Light IndustrySingapore
services, Economic
Development Board
Capital and investmentsState FinanceCentral SmallIndia





Investment by theNational Small
central governmentsIndustries
Corporation
Funds from the centralState-Aid-to-
Industries Act and state government
Source: Finance Policies for Small Industries in Five Asian
Countries, (APO, Sept., 199), p. 15.
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Fund Sources'
Fund sources for small industry financing are usually from
government, or government and private banks.
The following serve as illustrations:
In Singapore, the Economic Development Board has set up a
Loan Service with government funds for small industrial
enterprises. Loans are made available to deserving small
manufacturers on easy terms for the acquisition of machinery
and equipment, expansion and operating capital requirements.2
In Japan, the Small Business Finance Corporation and the
People's Finance Corporation were established with full
governmental financing to provide funds otherwise difficult to
obtain for equipment investment and term financing of small
business.3 In addition to these two finance corporations,
1See Table VI on pp. 20-21.
2Economic Development Board, Light Industries Services
(pamphlet).
3Asian Productivity Organization, Productivity in
Small Industries: Some Lessons from Japan, Tokyo, 1969,
pp. 49-51.
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the Central Bank for Commerical and Industrial Associations was
set up by constitution to provide and facilitate financing for
small business cooperatives and organizations chiefly composed
of smaller-scale enterpreneurs. The Bank is supported by both
governmental and private funds and can accept deposits and issue
1
bonds.
In the Republic of China, the Government has allocated a
total amount of NT$100 million and deposited it in the Bank of
Communications to serve as a revolving fund for making re-
equipment loans to small industries. The Bank of (Jommunications
is responsible for the administration of the fund and reports to
the government on its operation every six months. In making
loans, the Bank is required to contribute its own money toward
30% to 90% of the total amount of each loan made. The rate of
interest charged on the loans ranges from 6% to 12% per annum,
depending on the nature of the industry, duration of the loan,
nature of the collateral, etc. However, interest on the loan
1Asian Productivity Organization, Outline of Policy
for Small Enterprises-Japanese Experience (Asian
Productivity Organization, Todyo, 1969), p. 123.
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money contributed by the Bank should be about the same as the
prevailing rate charged by other banks, while interest on the
loan money coming from the revolving fund is much lower and is
adjustable so as to :enable the Bank to earn the prevailing rate.1
The Terms of Small Industry Financing
Objectives of Small Industry Financing
The main objective of small industry financing is to enable
enterprises to purchase plants and equipment, although in some
countries loans are provided also for working capital purposes.
In Korea and India alone, short-term loans for operating capital
are provided with single-name notes or bills or,in the form of
overdrafts, but the discounting of notes and bills is not carried
out. This is because the custom of settling accounts with notes
and bills is not well established (even the commercial banks in
general mostly provide short-term loans in overdrafts with
merchandise, real estate, etc. as collateral). Concerning the
financing for plants and equipments, they are provided in most
countries by the hire-purchase system which serves.the same
1H. Sutu, Lamp Li and associates, A Study of Government
Financial Assistance to Small Industries, with Special
Reference to Hong Kong (The Chinese University of Hong
Kong, 1973), p.31.
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purpose as the loans. The objectives are twofold. One is to
confirm the use of a loan thus provided. The other objective is
to enable small industries to procure imported equipment which
are difficult for them to obtain in the light of restricted
foreign exchange controls.
Limit to Loans and Period of Repayment
Limit to loans, period of repayment and annual rate of
interest vary from country to country, as shown in Table VII.
TABLE VII. FINANCING TERMS OF THE GOVERNMENT-AFFILIATED SMALL
INDUSTRY FINANCE ORGANS IN THE ASIAN COUNTRIES
Annual ratePeriod of
of interestrepaymentLimit of loansFinance OrgansCountry
Operating5 years or lesE
-Medium Industry Circa US$Korea
capital: 23-Rank 36,111 (circa
2'+% Plant andUS$18,055 for
equipmentplant and
capital: 12-15%equipment ca-
Loan onpital or oper-
exports: 6%ating capital)
2 years or less 12.1%US$100,000-Small BusinessChina,
for operatingDivision, Exe-Republic of
capitalcutive Yuan
8 years or less(council) US$50,000 per
member indust- for plant and
equipmentry of an in-
dustrial estate capital




of interestrepaymentFinance Organs Li.mit of loansCountry
1 year or less 4/Philippines -NACIDA US$250





TTfiA r_111 5 years or less 7-9%National Bank





9 years or less 6-7%
-MAIRA No limitMalaysia





2 years or less 8.5% (inclu-circa
-Light indust-Singapore
dino 1 . 5% forfor operatingus566,666ries Services,
a bankingcapital 5 yearsEconomic Deve-
commissionor less forlopment Board
plant and equip-
ment capital




of interestrepaymentLimit of loansFinance OrgansContry




10 to 12 years 6-7/*circa-State Finance
us$18,056Corporations








Notes: *When a loan is duly repaid, interest accruing from it is rebated at
annual rate of 0.5 per cent.
**In this case, a hire-purchase system is adopted, and 5 per cent of
the price of plant and equipment to be purchased is added as the
commission to the interest paid at the above-mentioned rate.
***These figures are the average values of loans provided.
Source: Asian Productivity Organization, Finance Policies for Small
Industries in Five Asian Countries, Tokyo: 1969, p. 1$.
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Rate of Interest
Regarding the rate of interest on loans, those charged in Korea
and Republic of China are high (their annual rates range from 16
to 23 per cent and from 10 to 12 per cent respectively ) and the
rates charged in other countries normally from 7 to 9 per cent.
In special cases, they are as low as 4 to 6 per cent. The
general trend is that interest rates in countries with high
economic growth (such as .Republic of China, Korea, Thailand and
Singapore) are relatively high. The reason-seems to be that the
faster an economy grows, the stronger the demand for capital.
When the rates of interest on. loans from commercial banks in
general are compared with those from the government-affiliated
finance organs to small industries, there is not much difference
although the former rates are slightly higher than the latter.
But there is a big difference when compared with the rates of
interest on loans provided by money-lenders. It seems that no
measures specially favorable to small industries in terms of
interest rates are taken by the various countries under review
and, as a general rule, the minimum rates of interest on loans
from commercial banks are used as the standard rates for small
industries. The principle that even the small industries should
be fostered on a commercial basis is always followed, and the low
interest rates of 4 to 6 per cent are usually used in a protect-
ionist context.
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The actual problem is that if the interest rates are made too low,
those enterprises which do not qualify to be financed will obtain
financing with the result that the percentage of uncollected loans
will rise. The annual rate of interest on loans made under the
State-Aid-to-Industries Act of India is as low as 2 to 5 per cent,
and the percentage of loans collected by this system is only 35
to 50.
Collateral and Guarantor
Concerning the collateral and guarantor for a loan, they are
required in almost all the countries: unsecured loans are seldom
given. In many instances, immovables, particularly land, is
offered as collateral. The rate used in assessing immovables as
collateral is about 70% of their market value. The rate used by
the State Finance Corporations of India is less than 50 per cent.
Some of the rates used in Malaysia are 50 per cent on land and
40 per cent on buildings.
In examining applications for loans, priority is usually
given to :
(1) Considerations regarding the financial status of the
applying enterprise. When the scale of the enterprise is small,
it-is inevitable to give priority to collateral because an
offical in charge of approving a loan is often diffident about
30
the applicant's credit standing and the marketability
of his prodcuts.
(2) Considerations regarding technological aspects.
In this region of the wrold, the technological base of
industries is, by and large, not well established.
It is important to check whether the purpose of a
requested loan is technologically justified. For this
purpose, in almost all the finance organs in the Asian
countries, technological staff members are employed or
other organs are entrusted with the task of examining
the technological feasibility of a loan application.
Reasons for Rejection
Various reasons for rejecting loan applications as found in
the Asian countries are:
a. Insufficiency of the value of collateral offered.
b. Poor credit standing of applicants.
C. Failure of applications to belong to industrial categories
which, according to the government, are to receive priority.
d. Submission.of faulty data.
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As one could infer from the last reason, the formalities of
applying for loans, which are too complex for small industries to
go through, make it difficult for them to obtain loans from the
finance organs. Generally speaking, it would take one to two
months from application for a loan to the actual disbursement of
funds.
Problems Posed to the Finance Organs in the Asian Countries
The Shortage of Talented Manpower
In the financial field where high-level knowledge and
experience are required, it is difficult to secure qualified
manpower. Generally, the small industry finance organs in the
Asian countries are staffed with four to five persons or at most
twenty. Most of the organs were understaffed, and it seems that
the present bottleneck in expanding small industry financing is a
manpower shortage rather than a capital shortage.
Administration of Loans
In developing countries, loans are often used not as they
should be. Loans obtained from government-affiliated financial
organs at low rates of interest are often loaned to third parties,
or loans designated for plant and equipment purchase are often
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appropriated for personnel management. Many industries to which
loans are given fail in management due to the lack of managerial
and technological abilities.
For this reason, the administration of loans in such a way
as to insure their intended uses and the provision of managerial
and technological guidance before their collection are as
important as the provision of loans themselves. With this in
view, many finance organs put great emphasis on their follow-up
actions on loans already provided, and staff members of the
department specifically created for this purpose make regular
visits to enterprises to which loans are given in connection
with loan administration and also for the provision of guidance.
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CHAPTER III
SIvlALL INDUSTRIES FINANCING IN HONG KONG
General Description
The recognition of the necessity of helping the small
industries in solving their financial problems was evidenced by
the participation of the Hong Kong Government in forming a Loans
for Small Indastry Committee in 1968 to study whether the
development of small industry in Hong Kong was being inhibited
by inadequate industrial loan services.
Prior to the study, a loan for small industries scheme was
first suggested by Mr. K. S. Lo, head of Hong Kong Soyabean
Products Ltd., and Mr. J. D. McGregor, Assistant Director of
Commerce and Industry, after they returned from a trip overseas.
Then the first report was presented but rejected by the
former Financial Secretary, Sir John Cowperthwaite, who wasn't
satisfied with some of the details.
By March 1970, the committee made a study of the subject,
and reported that while it couldn't be proved that Hongkong's
growth was being inhibited because too little money was being
ploughed back into capital equipment, it did seem likely.
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On March 1, 1972, the Financial Secretary, Mr. C. P. Haddon-
Cave said in his people's budget that the Government agreed to
a pilot scheme under which small manufacturers could get loans
to help them buy machinery and equipment. The amount of a loan
would range between HK$50,000 and HK$250,000.
The scheme was officially off the ground on June 3, 1972
for a trial period of three years.
How Small Industries Got Loans Without the New Scheme1
To supplement the information obtained from a survey study
of the operation of the Loans For Small Industry Scheme, which
was carried out by the Lingnan Institute of Business Administra-
tion, the Chinese University of Hong Kong, the writer himself
has conducted personal interviews with 28 small factories during
the period February 12, 1973 to March 3, 1973. The following
survey results may answer the question of how small industries
got loans without the new scheme.
ISee Appendix I.
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Structure of the Small IndustrieE
Organizational Structure
From the organization point of view, most of the small
industries in Hong Kong belong to 'Limited Companies and
Sole Proprietorships'. According to the survey, 13 out of
the 28 factories were organized as limited companies, 12
were owned by sole-proprietors, and 3 were partnerships.
However, even in the case of limited companies, there are
only a very small number of owners. Decision making and
policy determination are always influenced by the philosophy
and personality of these few owners.
Capital Structure
The total declared capital of the 28 factories is
approximately HK$7.9 million. The declared capital ranges
from HK$50,000 for the smallest factory to HK$600,000 for
the largest factory.
Fixed capital investment in small-scale industries was
largely represented by machinery. Approximately three-
quarters of the total assets were investment in machinery
while the rest were in land and building. These data
reveal that the capital investment required by each factory
is not very high. At the same time, as most of the
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investment is tied to. machinery, the small manufacturers in
Hong Kong do not usually have their own industrial buildings.
Only 3 small manufacturers out of 28 have their own
industrial buildings. Under the pressure of rapidly rising
rent of buildings, this would be a great handicap to the
growth of small industrial undertakings.
Sources of Financing
Initial Capital
The initial capital of most of the small industrial
undertakings came from their owners. According to the
writer's survey, over 75 per cent of the responding
manufacturers relied entirely on their own resources when
establishing their business. As to the initial loan
capital, very small amount came from the banks. It was
interesting to find in the survey that only 7 firms stated
that they borrowed money to start their business, among
which 5 later turned to private sources for repaying the
loans. 3 of these 5 got finance from their relatives and
friends, while the other got finance from money-lenders.
This suggests that relatives and friends-seem to be the
most desirable source of financing to the small industries
since they usually do not charge interest. On the other
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hand, the interest charged by the money-lenders was 16 per
cent to 20 per cent per annum. This rate is not so high as
the writer has imagined. The money lender is a very
convenient source of financing as he usually does not ask
for collateral. From the view point of small industries,
financing from the money lender is more convenient than
from 'the banks. The banks usually ask for adequate
collateral before they lend, and the procedures required are
rather troublesome to the small manufacturers, who are very
busy and not well educated. In the survey, only 2 factories
relied on banks for their initial capital. The bank lending
rate ranges from 11 per cent to 16 per cent per annum. The
period of repayment was short -- about six months to one
year.
Working Capital
As far as. working capital is concerned, there are four
ways of financing:
(a) Commercial banks: In the survey, 11 factories obtained
current working capital from this source. The major
forms were overdraft, packing credit and, to a small
extent, mortgages. Interest rate ranged from 8 per
cent to 14 per cent per annum. However, many factories
paid between 12 per cent to 14 per cent for overdrafts.
Usually, collateral was required. Mortgage on buildings
and sometimes, letter of guarantee were accepted by the
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banks as adequate guarantee.
(b) Private lending sources: Friends and relatives were
also important in providing working capital to the
small factories. In the survey, 7 factories were
making use of this source in financing their working
capital.
(c) Money-lenders: Only a small number of factories C3
out of 28) approached the money-lender to finance
their working capital.
(d) Suppliers of raw materials: This is a rather important
source of finance. In the survey, 7 factories made
use of this source. In most cases no interest were
charged.
Current Loan Sources for Machinery
At the time of survey, 18 factories had outstanding
loans in respect of machinery. Of this number, 12 factories
secured their finance by hire-purchase arrangements, 3
factories obtained loans from private lending sources, 1
factory obtained credits from local machine manufacturers,
and 2 factories secured loans from commercial banks.
39
Difficulties Experienced in Obtaining Finance from Banks
The difficulties experienced by the 28 factories in obtain-
in finance from banks may be summarized as follows:
Number of
Factories
Inability to offer acceptable security
(i.e. land or building)
Loan sources not prepared to advance the
full amount of loan requested
Repayment period too short
There are two main types of factories which are unable
to offer acceptable security:
(a) Factories which do not own land or building.
(b) Factories which own land and building but already
mortgaged them to secure working capital.
How Small Industries May Get Loans Under the New Scheme
To qualify for a loan, as announced by Mr. Philip Haddon-
Cave and mentioned in the Loans for Small Industry pamphlet,
a firm must employ less than 200 workers and have a total of





According to the Loans for Small Industry pamphlet, a
small manufacturer wishing to obtain a loan to purchase machinery
or equipment should apply to his bank in the normal way. The
bank may grant the loan on its own account if it wishes to do so,
or advise the applicant of the Loans for Small Industry Scheme.
If the applicant wishes to take advantage of the scheme, he
should submit details to his bank for onward transmission to the
Loans for Small Industry Branch of the Commerce and Industry
Department. A non-refundable sum of HK$1,000 for a feasibility
study to be conducted by the Hong Kong Productivity Centre must
accompany the application.
If the loan is granted, the manufacturer will have to pay
25 per cent of the cost of the machinery / equipment himself.
The Government will guarantee 50 per cent of the risk.
Summary of limit to loans, period of repayment, interest
rate charged and essential procedures of the loan scheme are
shown in Table IX and X.
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TABLE IX. FINANCING TERMS OF THE LOANS FOR SMALL
INDUSTRY SCHEME IN HONG KONG











1At the present rate of bank interest, and taking
account of the $1,000 initial payment, this would work out a
maximum rate of 10.167 per cent (for a loan for the minimum
amount of P50,000 over a minimum period of three years) and a
minimum rate of 9.56 per cent (for a loan of the maximum amount
of $250,000 over a maximum period of five years)
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TABLE X. ESSENTIAL PROCEDURES IN SECURING
LOANS FROM THE SCHEME
DescriptionsProcedures
a standard application form, in triplicate,
obtainable from the cooperating bank or the*
Loans for Small Industry Branch.
an audited balance sheet and profit and loss
account, in triplicate, in respect of the
applicant company's operation of the past three
years.
a cheque for the amount of HK$1, 000 made.
payable to the Hong Kong Productivity Centre.
Source: Loans for Small Industry, Hong Kong Government
(pamphlet), p.3.
Opinions About The Loan Scheme
The Lingnan Institute of Business Administration, the
Chinese University of Hong Kong, has conducted a survey of the
operation of the Loans for Small Industry Scheme. This survey
was directed by Dr. H. Sutu and Mr. Lamp Li based on a sample of





registered or recorded with the Government. Only 63 firms
replied with completed questionnaires. Opinions about the loan
scheme are primarily based on this survey. A summary of the
findings is presented below:
(1) Information about the Loans for Small Industry Scheme
29 factories have heard of it 20 factories-have read
the booklet about it 13 factories have studied it in detail
and 1 factory has no idea at all. It seems that small
factories have no or little interest about the loan scheme.
(2) Need to Purchase Modern Machinery and Equipment
Of the 63 completed questionnaires, 30 of them have a
current need to purchase modern machinery and equipment, 24
are not decided and 9 do not have a current need to purchase
modern machinery and equipment.
C3) Sources of Finance for the Purchase of Machinery/Equipment
20 factories by way of hire purchase, 19 factories by
own funds, 5 factories by loans from friends/relatives, and
19 factories by bank loans. These figures reveal the fact
that the most common source of machinery/equipment financing
is hirepurchase.
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(4) Type of Bank Loans Small Factories Prefer to Apply__
Of the 63 factories responding, 77.8% prefer bank loans
through normal bank procedures. Only 22.2% prefer bank
loans through the Government Small Industry Loan Scheme.
C5) Need for Bank Loans for other Purposes
28 factories stated that they need bank loans for
other purposes. 24 factories need bank loans for working
capital. 21 factories need bank loans for purchase of
plants and 2 factories need bank loans for purchase of other
fixed assets.
(6) Reasons for not Approaching Government Small Industry Loan
No. of
PercentaeFactoriesReasons

















(b) Interest rate of
loan: 9% p.a.







































( to be continued on page 47 )
1Inconvenience including: affecting the manufacturers
credit reputation, interfering the manufacturer's daily











































From 3rd. July, 1972, the time when this scheme came into
operation, up to 22nd. January, 1973, only a few factories
applied for bank loans through this scheme. Of these few, only
two applicants were accepted and the loan amount was not more
than HK$300,000.1
1Sing Dao Man Pao, January 22, 1973.
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Some Special Observations
The Loans for Small Industry Scheme is, in fact, a new
dimension of government assistance to the economy, namely,
the Government is prepared to help or to subsidize a particular
sector. The whole scheme is in effect a government subsidy,
for without this, small-scale industry would have to pay a
higher cost for money borrowed from the banks. That the
Government is willing to underwrite these loans implies that
the cost of borrowing money is reduced to a level which this
sector could afford. However, based on the findings there
are a few points which the writer would like to examine and
discuss.
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1) Whv this Sector?
It appears that small-scale industry needs financial
assistance for one major reason, that is, there are
inadequate credit facilities for this sector to get funds
for re-requipment purpose.
This point involves the nature of the problems faced
by the small industry sector. It appears that the major
problem with this sector is that of finance for buying
equipment and machinery.
According to the survey, small-scale industry is rather
in need of bank loans for working capital. Besides, the pro-
blem with this sector is lack of modern management techniques and
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marketing information. It could be possible that there are
no or little finance problem of significant magnitude for
small firms and the real bottleneck of development lies
outside financial considerations.
For the time being, however, it seems reasonable to
accept that finance is really the problem and that it is
right in saying that there are inadequate credit facilities
for the long-term financing of this sector.
(2) Why this Form of Assistance?
Supposing that the root problem of the small industry
sector is that of finance, the next question is whether the
present scheme represents the most effective solution to the
problem. it appears that the entertainment of the idea of
an industrial bank has not been renewed since its rejection
in 1960. In the long run, industrial investment must be
financed by a body specialized in this sort of financing,
namely the industrial bank. It must not be expected that
commerical banks will shoulder this sort of medium- or long-
term financing for all the time since it is bad banking
practice to match the short-term liabilities with long-term
assets. Such arrangement may seriously hamper the liquidity
of commerical banks. Therefore, the present scheme must be
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taken only as a short-term strategy and not as a long-term
solution to the problem of industrial financing.
(3) Why this Particular Scheme?
The terms contained in the present scheme entail that
the final settlement of a loan rests with the arrangements
between a bank and client. It is doubtful whether these
commerical banks would be willing to extend the loans even
with government underwriting part of the loan, because the
government does not provide actual finance. Given limited
funds, this would mean the commerical banks would divert
part of their funds from other uses only if this scheme
proves attractive to them. Given the present state of the
small industry sector and given the fact that the commerical
banks were not interested in extending loans to this sector
in the past for the simple reason that it is bad banking
practice to finance fixed capital investment, it is
necessary for the Government to pay a considerable price to
convince the commercial banks to take up this joint risk.
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CHAPTER IV
A GOVERNMENT FINANCIAL ASSISTANCE PROPOSAL
FOR SMALL INDUSTRY IN HONG KONG
Need to Modify the Present Loans Scheme
It seems very clear that small industries in Hong Kong are
not making use of the present loan scheme. The reasons, as well
as suggestions, according to many leading industrialists and
1
others, are summarized as follows:
a. Inadequate Publicity
Most of the small manufacturers have no or little
knowledge about the small industry loan scheme. Eventhough
some have heard of it, they do not know how the scheme is
operated. It is suggested that greater effort should be
focused on the benefits of this scheme. As a matter of fact,
1a. South China Morning Post, March 20, 21, 28, 29, 1972.
b. Hong Kong Standard, August 25, 1972.
c. Sing Dao Man Pao, January 22, 1973.
d. China Mail, March 19, 1973.
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the 9% interest rate is a rather attractive rate.
b. The r'easibility Stud
It is a common characteristic of small manufacturers to
trust no one except themselves. In their mind, they think
this feasibility study would affect their credit reputation,
interfere their daily operations and reveal their trade
secrets. They also have resentment over the compulsory
feasibility study fees of 41,000. This fixed charge had
better to be substituted by a fee calculated on a sliding
scale, i.e. in proportion to the amount of loan to be extended.
c. Provision of the 25% of the Total Cost of the Machinery/
Equipment to be Purchased
The machinery that the small industrialists want is of
the simple labour-operating type -- and inexpensive. They did
not approach loans through the Loans for Small Industry Scheme
because they do not want to buy more machines that are worth
their capital. They do not want to pay 25% toward the machine
cost. Instead of buying a new machine, they prefer buying a
second-hand one and pay much less than the price of the new
one.
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d. The Complicated Procedure
The present application procedure is very complicated and-.
requires many unnecessary details. The applicants should go
to their bank first, then to the Productivity Centre which
will make the necessary checks and write a report. The report
will then go to Department of Commerce and Industry, and the
bank, etc. If either of them objected to the loan, their
applications are doomed to failure. It is suggested that when
small industrialist apply for such a loan, they may go to
their machinery supplier and get details on the nature of the
machine and compare it with reports from similar machinery
suppliers. They could then pick the best kind of machinery,
and the supplier sends his report and contract to the
Department of Commerce and Industry and the bank for approval
of :such a loan just like any other hire purchasing arrangement,
but only now 50 per cent is guaranteed by Government. In this
way, small industrialists will get maximum assistance from the
machinery supplier without paying extra cost to the
Productivity Centre. Also the Government could save money and
the small industrialists could get the loan faster.
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The Proposal
Among the various problems faced by local small industries,
the key problem is the lack of ready access to the capital and
money market. Therefore, the present loan scheme must be
modified and must be taken only as a short term-solution.
In view of a long-term solution to the problems discussed
above, an integrated financial assistance program that works on
a carefully selected combination of factors simultaneously, is
much more likely to prove worthwhile.
Context of this proposal is based partly on the suggestions
of local small manufacturers and partly on the experience of
other Asian countries. Fund source and the name of the
organization, however, are taken from Dr. Sutu's suggestion. It
is the writer's hope that the Government of Hong Kong will set up
a committee to examine the prevailing methods of government
financing in Asian countries and find out ways and means to help
the small manufacturers.
(1) The Organization
As regards financial assistance to small industries,
Hong Kong has as yet no institution especially established
for the purpose of giving such assistance. The suggested
institution, recommended by Dr. H. Sutu, could be called the
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Finance and Development Corporation for Small Industries
(FDCSI), and be created by Government enactment. The
Corporation could have a minimum capital of HK 100 million.
To facilitate its formation, its capital could be initially
supplied by Governmet t in the form of a loan at an annual
interest rate of 4%.
The FDSSI undertakes to provide required liquidity to
the commerical banks participating in this program. The
liquidity so provided is in the form of fixed term deposits
in respect of which the commerical banks would have to pay
an agreed rate of interest. The FDCSI can then utilize this
interest for financial and provisioning services.
The participating commercial banks will make available
from the said deposits loans to small industries both on the
long-term and short-term basis. They will charge the client
the lowest rates available to the private sector. They shall
retain as their service charge, the difference between the
lending rate and the rate paid on the fixed deposits placed
with them by the FDCSI. However, they will assume all risks
and all responsibilities for disbursements of loan money and
collections of loan principals and interests.
H. Sutu, Helping the Small Men,Far Eastern Economic
Review, 9th. September, 1965.
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It is adviced that the traditional form of banking,
where emphasis was placed on the security which borrowers
can offer, has given way to a new concept whereby the
criteria for making loans centres more heavily on the purpose
for which the loan is required and the calpab-ility of the
borrower to repay the loan. Collateral, although still
sought for, takes on a secondary role.
From the traditional roles as a safe depository for the
public's funds as well as lenders of funds with the sole idea
of absolute safety by falling upon the security in case any-
thing goes wrong, banks have become financial counsellors.
Gone are the days when collateral is the 'be all and end all'
of all loan transactions. Bankers might now look more to the
viability and profitability of the project for which the
financing is required rather than what security the borrower
is able to offer. The viability of the applicants concerned
is the decisive criterion.
Further training of their staffs of the loan section,
imparting ideas of consultant and diagnostic techniques into
their system of operations, assessment from the view of
business angle instead of only financial safety, and greater
supervisory guidance as part of banking measures, all these
will certainly assist the suggested process of providing more
useful assistance to the small industrialists.
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(2) Its Tasks
a. Financial and provisioninE services
These are services facilitating credit, investment
aids, raw materials, equipment, etc., because the normal
market is not organized to provide them, or they are
provided at uneconomic costs. There are mainly two types
of devices used for this purpose:
Promulgation of special laws
The FDCSI should examine the general situation and
propose regulations to the Government specially.for
this purpose. These may be granting of essentiality
certificates or import licenses for raw materials,
equipment and spare parts, or guaranteeing credit
given by the FDCSI, or assisting in preparation of
financial records through advisory services which
facilitate obtaining of credit.
Special supper
In respect of raw materials which are difficult to
obtain by small industries, provisioning services
(purchase, storage and distribution) are needed, some
of which may be in connection with inspection
preprocessing and similiar arrangements.
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b. Investment and credit services
The specific difficulties with regard to small
industries are that their economic position is weak, their
assets are few, and their success depends largely on the
qualities of the industrialist. In order to assist them,
special credit service is needed. The FDCSI should follow
a development approach to financing and credit for this
sector, that is, it should examine the credit worthiness
not so much from the nature and extent of collateral
security offered as from the soundness of the proposed
project. Three types of such services may be made
available such as:
i. Credit guarantees given by the FDCSI.
ii. Subsidies for special purposes such as research
and experimentation, pilot plant operation or
training.
iii. Hire purchase schemes for machinery and equipment.
This scheme can easily fill a gap for financing
small industrialist who cannot prove his managerial
capability in advance or who has no money and no
securities, but the projects which they proposed
have a market. There is no problem if somebody
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is the wrong person for a hire purchase contract.
because he will be required to get out and the
equipment will be handed another person. The
FDCSI can always find somebody who can make even
some small profit and will not suffer losses.
c. Other financial assistance activities
i. Consider financial assistance for the promotion
of research and getting new managerial and
technical knowhow and obtaining foreign
collaborations
ii. Extend financial assistance to small industries
to promote marketing of their products.
iii. Provide financial assistance for export promotion
of products of small industries.
C3) Industrial Estates Sponsored by the Government
In view of the trend of rapidly rising rent of buildings,
small industry is in great difficulty of buying or renting
industrial premises. In fact, there has been a marked
increase in cost of rent. The rental index of flatted
factories for December 1970 was 22 points over 1969, while
the average increases was just over 50%.1
1M.W.S.Wong, Small industry in Hong Kong-Country Paper
(Hong Kong Productivity Centre, April 1971), P.1+.
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The establishment of more and standard industrial estates
may serve many purposes such as : reducing the amount of
capital needed by a small industrialist who wishes to set up
a small factory, encouraging small factories to set up premise
in which it is desired to encourage the growth of industry.
The grouping of factory buildings on industrial estates may
permit economies of scale in construction and maintenance, and
in the provision of transport, power and other service and
facilities. Also, the concentration of small factories in
industrial estates will make for greater ease in the provision
of technical and managerial counselling and training services
by the FDCSI.
The Establishment of an Industrial Bank? -- Area for
Possible Future Research
Commercial banks have been long known for their conservatism.
They are unwilling or unable, on account of their liquidity policy,
to exercise the kind of flexibility which is required in meeting
present day demands arising from the changing economic scene.
Because of the nature of their deposits, commercial banks are
reluctant to commit themselves to long-term loans. The time
deposits of commercial banks, or fixed deposits, as they are referred
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to locally, have amximum maturity of a short period of time wnile
the current and saving deposits are withdrawable on demand. It
would not be prudent, of course, to utilize short-term funds for
long-term lendings. In fact, it is a very bad banking practice
to match the short-term liabilities with long-term assets.
The necessity of establishing an industrial bank specialized
in industrial financing has been widely argued since 1979.
In January 1959, an Industrial Bank Committee was established
by H. E. the Governor, to advise Government on the need, or
otherwise, for an industrial bank to finance industry in Hong Kong.
This Committee, chaired by Mr. J. J. Cowperthwaite, completed its
report on 11th June, 1960, pointing out that there was no need for
such establishment because there was no precise evidence showing
that industrialists at that time lacked any access to bank
finance.
It appears that the industrial bank idea has not been renewed
since that time. To be sure, the establishment of an industrial
bank might encounter some problems. Generally speaking, small
manufacturers lack of knowledge in accounting systems. In most
cases, they have no reliable figures to prove their economic
capacity, although the Government is trying hard to educate people
to build up a very simple but reliable accounting system. The
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lack of reliable figures is sometimes understandable because there
is the fear of taxation. Every one tries to minimize tax payment.
How to overcome these handicaps is a very important task.
Another difficulty is with the industrial bank. An industrial
bank has to define the aims of its business, it has to fulfil the
laws and to explain what it intends to do and !Zow it will manage
its business. Also an industrial bank wants to be on the safe
side. So it all comes back to the questions of risk on the one
hand and security on the other. The risk in small industry is
much higher than the risk in big industry. And again the main
question is management. For the bank several questions have to
be cleared up: How can the bank be sure of its manager if he does
not have enough knowledge of the applicants it wants to finance.
The small manufacturers do not have reliable figures, they even do
not have anything to prove their experience. Thus, an industrial
banker has to strike a balance between two things on the com-
merical side, he has to be profit-oriented and, on the other hand,
his activity has to be industrial financing. Between these two
aspects he has to maintain a balance, which becomes the more
difficult as he goes further on down to small,-industry loan.
The necessity of establishing an industrial bank specialized
in industrial financing is beyond doubt. However, in what way and
in what form can this establishment be of assistance in financing






(1) The expression 'Small Industry' is often used to designate
manufacturing activity carried on in relatively small
establishment. What is considered 'relatively small' varies
from country to country. For the purposes of facilitating
international comparison, the generally accepted practice is
to adopt the size of workers employed as the criterion. In
Hong Kong, the Trade and Industry Advisory Board defined a
small industry as one directly employing not more than 200
workers with a total proprietors fund of not more than
HK$600,000.
(2) In Hong Kong, small industries play an important and vital
role in economic development. They serve not only as a prime
factor in Hongkong's economic growth, but also as a necessary
ingredient in sustaining the favorable economic development.
According to statistics published by the Labor Department in
March 1972, small industries constitute the great majority
in the total numbe.r of industrial establishments and account
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for 58.15 % of the total industrial employment.
(3 ) The problems of small manufacturers are manifold: lack of
sufficient funds for investment, poor organization and manage-
ment, lack of technical knowledge, ignorance of market condit-
ions, inability to compete with larger firms in the same
field, etc. However, among these various problems, the writer
confines himself to the finance side which is considered the
major difficulty.
(4) Realizing the necessity of helping the small industries in
solving their financial problems, most governments of the
Asian countries are providing various forms of financial
assistance to these industries, especially those which are
technically oriented. In most Asian countries, the govern-
ments have set up different agencies to assit in the financing
of small industries. Normally small industries are rendered
financial assistance from governments with the cooperation of
government-affiliated industrial banks, commercial banks,
state banks or development banks.
C5) From the survey conducted br the writer, it is found that
there were a number of means that the local small manufacturers
may employ to obtain capital funds and working capital. By
carefully examining the financing sources open to the small
manufacturers, it is quite clear that only financing through
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friends and relatives offer free-interest capital funds.
However, this is by no means an assured and proper source of
financing. Financing through commerical banks and money-
lenders are expensive. The interest rate they charged ranges
from 115,10 to 20% per annum. At the same time, securities are
often required by banks. A'though some of the small manu-
facturers approached money lender to raise initial capital,
the high interest paT_nents are a formidable burden which can
only be borne in times of excessive profit margin. Further-
more, the loans available for the small manufacturers are
usually short-term loans. Consequently, there is little
chance for Hong Kong small factories to acquire long- or even
medium-term loans. There is always a pressing need for funds
to acquire premises and machinery for expansion.
(6) The recognition of the necessity of helping the small
industries in solving their financial difficulties is
evidenced by participation of the Hong Kong Government in
establishing a pilot loan scheme under which small manufact-
urers could get loans for re-equipment purpose. The amount
of loans ranges from HK$50,000 to HK$250,000, and the interest
charge will be the bank's prime lending rate (7% per annum in
June 1972) plus 2%, charged on the reducing balance of the
loan. The repayment period of a loan under this scheme is
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.from three to five years. The scheme came into operation in
June 1972 for a trail period of three years.
C7) To qualify for a loan, a firm must employ less than 200
workers and having not more than HK$600,000 in proprietor's
funds. The applicants should go to their bank first, then
the case will be referred to Department of Commerce and
Industry and pass to the Productivity Centre, with a cheque
from the factory for HK$1,000. After satisfactory examination
by the productivity Centre, loans will be granted to the applic-
ants who will have to pay 25% of the cost of the equipment
themselves.
(8) Since.the inception of the pilot scheme in June 1972 until
March 1973, only six applicantions have been referred by banks
to the Industry loans Branch of the Commerce and Industry
Department for consideration. Of these, two applications for
loans totalling $280,000 have so far been approved. The reason
for this cool reception, as explained by Mr. Porter in an
article in the South China Morning Post in March 19, 1973,
was mainly due to the small factory owner's resentment over
the compulsory feasibility study by the Hong Kong Productivity
Centre. Other reasons, such as high interest rate of the loan,
inconvenience caused by the feasibility study, complex loan
procedure, and the reluctance of the commercial banks to commit
themselves to long-term loans, also reduce small manufacturers'
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interest in making use of this scheme.
(g) For a long-term solution to the financial problems encounterea
by small industries in Hong Kong, an integrated financial
assistance program that works on a carefully selected com-
bination of factors simultaneously, is much more likely to
prove worthwhile.
Concluding Remarks
First, insofar as the writer can gather from his survey study,
small industries in Hong Kong are in great need for financial aid
in terms of both long-term investment and working capital.
However, the present pilot scheme instituted by the Hong Kong
Government doesn't seem to represent the most effective solution
to the problem. In the writer's opinion, the only way to get small
manufacturers out of the mud is to offer them an integrated
financial assistance program that is to say, whenever credit
factilities are offered, industrial consultancy service should also
be offered by the Government as successful financial assistance
depends entirely on successful business management.
Secondly, as far as the lending philosophy is concerned,
major emphasis should be on the viability of the application
rather than on the securities that the applicant can offer.
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Finally, it is a golden rule that long-term assets should
be matched by long-term funds. Therefore, in the long run,
industrial investment should be financed by a body specialized
in this kind of financing, namely, the industrial bank. If an
industrial bank is to be established, in what way and form could
it be of assistance in financing the small-scale industries in
Hong Kong? This and other related problems will require further
research which is evidently beyond the scope of the present study.
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APPENDIX I
SUMMARY OF FINDINGS OF THE SURVEY UNDERTAKEN BY THE WRITTER
TN FEBRUARY. 1973.
Table 1
Number of Samled Factories by Industry













Number of Sampled Factories by Size
Size























Breakdown of Factories by Capital Groups*













*In the case of Limited Companies, capital means paid-up
capital in the case of sole proprietorships and
partnerships, capital means the amount of capital claimed
by the person interviewed and understood to include both






Capital Investments on Fixed Capital
Assets at Original Cost















Loan Terms--Initial Loan Capital
Repayment Period
No. ofPeriod of repayment
Facto- %I mths- More thanNot spe- UnderSources









Loan Term - Initial Capital
Interest Rate
No. ofRance of Interest
%Factories11% 16% 13% 20%NilSources








Loan Terms - Initial Capital
Security
No. ofTypes of Security










Loan Sources for Current Working Capital









Loan Terms - Current Working Capital
Repayment Period
No. ofPeriod of Loans
6 mths More than Facto-3-6Not Spe- UnderSources
















Loan Terms - Current Working Capital
Interest Rates
No. ofInterest Rates















Loan Terms - Current Working Capital
Security
No. ofTypes of Security










L.C. - Letter of Credit
P.D.C. - Post dated cheque
P.G.L. - Personal Guarantee Letter





Current Loan Sources for Machinery









Terms ofoans for Machinery
Security
Security required








Terms of Loans for Machinery
Repayment Period
No. ofPeriod of Repayment
Factories %6 mths More thanNot spe- UnderSorces























Terms of Loans for Machinery
Interest Rates
No. ofTnterest Kates




















Terms of Loans for Machinery
Hire Purchase-Down Payment
Down Faynent
31% No. of %41% LE 6%36%21% 2 6,10Sources
Factoriestototohototo









LOANS FOR SMALL INDUSTRY SCHEME







Name(s) of Owner(s) of Principal Shareholders:
Business Registration No: Date of Establishment:
Factory Rcgistration No,with the Department of Commerce and Industry:
Factory Premises Address in which machinery is to be installed:
Status of Factory Premises (please stare whether owned or rented):









Paid-up Capital or Proprietor's Fund:
5







Number of workers employed:
2. Particulars of loan required
DurationAmount annied for:
purpose of loan (please give a fall description and state the cost of
productive equipment and machinery you intend to purchase with the ioan)











nrrs ARTIN AND UNDERTAKINU
(i) I hereby declare that, to the best of myknowledgeand beget, Inc iVICIu ,b
information is true.
agree to abide by the General(ii) I have read, understood, and do hereby
Conditions attached to this application form.
(iii) As a condition precedent to the application for a loan under the Loans
the Hong Kongfor Small Industry Scheme, I hereby undertake to pay g
Productivity Centre the sum of HKSI,000 for a viability study to be made
of the proposed project, and
andthe Smallbankdotr in Branch(iv) I further undertake to inform the Loans for the loanthe Commerce and Industry Department a













1. The signatory(a) If your firm is a sole proprietorship, the proprietor must sign the
application.(b) If your firm is a partnership, one of your partners must sign the
application.(c) If your firm has limited liability, a director-must sign the application
per pro or for the company.
2. You must provide from your own resources at least 25 per cent of the total
cost of the productive equipment or machinery for which the loan is required.
of discretion ofA higher percentage maybe required sumat will result einb rejec ion i of




3. A loan should normally be for not less than HK$50,000 or more than
H K$250,000.
4. A loan will normally be for periods of from three to five years, at the
discretion of the bank making the loan.
5. You will be required to pay interest on the reducing balance of the loan at
the level of prime rate plus 2 per cent.
6. Normal repayment of principal and payment of interest will be made in equal
monthly instalments, commencing within 90 days of the installation of
machinery or equipment purchased with the loan, at the discretion of the
bank making the loan.
7. You will pay the Hong Kong Productivity Centre the sum of HK$1,000 for a
viabil_ty study .1o be made by the centre. Should the application later be
refused, this amount will not be refunded but a copy of the centre's report
will be passed to you.
8. You will be required to inform the Loans for Small Industry Branch as
soon as the machinery purchased has been installed.
9. You must allow the Hong Kong Productivity Centre and the Commerce and
Industry Department to make follow-up inspections during the period of the
loan to ensure that it is used for the purpose intended and that the equipment
and machinery purchased with the loan is retained by the company. The bank




BALANCE SI:EET AND PROFIT LOSS ACCOUNT
Applicant Firm
BALANCE SHEET AS AT
ASSETS
I. Fixed Assets
(a) Land ' and Buildings S
Less Depreciation
s(b) Plant and Machinery S
Less Depreciation S
s(c) Furniture and Fixtures S
Less Depreciation s
s
i I. Investments S(a) Securities s(b) Others S
III. Stock (at cost or market value w«c «1 .
lower) S(a) Raw Materials S(b) Finished Goods S(c) Work in Process S
IV. Current Assets s(a) Accounts Receivable SLess Bad Debts

















III. Profit and Loss Account
(a) Previous Year's Balance
s(b) Add Profit for this year or deduct Loss
s







For the year ended
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8　 　 目 前 本 港 廠 租 地 價 高 昂 ， 工 資 上 升 ， 管 理 方 法 落 後 ，
工 業 安 全 缺 乏 ， 外 銷 困 難 … 。 凡 此 种 种 問 題 ， 俱 非 頭 痛 醫
頭 ， 脚 痛 醫 脚 的 援 助 計 劃 所 能 解 決 ， 欲 使 本 港 小 型 工 業 有
長 足 之 發 展 並 能 與 東 亞 各 國 抗 衡 ， 作 者 認 為 須 有 一 通 盤 與
具 體 性 之 協 助 方 案 。
7請 貸 金 之 小 型 工 廠 對 於 支 付 一 千 港 元 之 調 查 費 用 以 及 調 查
本 身 ， 普 遍 產 生 反 感 。 彼 等 對 於 申 請 貸 金 先 須 繳 付 一 千 元
費 用 ， 已 產 生 一 種 平 白 虧 損 的 心 理 ； 至 於 研 究 調 查 ， 更 認
為 会 影 响 彼 等 信 用 地 位 及 日 常 業 務 程 序 。 此 外 ， 恐 懼 此 項
調 查 会 揭 露 其 業 務 秘 密 。
　 　 　 丙 貸 金 運 用 ， 受 硬 性 規 定 — 貸 出 款 項 必 須 悉 數 作 為
購 置 機 器 或 設 備 之 用 ， 且 申 請 人 本 身 最 少 須 自 備 貸 款 額 四
分 之 一 ， 資 金 始 能 申 請 。
　 　 此 外 ， 該 計 劃 實 施 之 先 ， 未 作 充 份 宣 傳 ， 而 申 請 手
續 又 過 於 繁 複 ， 皆 為 項 計 劃 失 敗 之 原 因 。
6因 ， 不 外 以 下 數 端 。
　 　 　 甲 銀 行 反 應 冷 淡 — 雖 然 貸 款 計 劃 中 之 貸 款 金 額 為 三
千 萬 元 ， 然 而 政 府 並 未 真 正 撥 出 款 項 。 貸 出 款 項 全 數 由 商
業 銀 行 承 担 ， 政 府 僅 對 借 款 者 負 擔 保 人 之 責 ， 而 所 担 保 金
額 亦 只 貸 款 之 五 成 而 已 。 銀 行 在 是 項 貸 款 計 劃 中 所 獲 之 利
息 為 七 厘 ， 遠 較 彼 等 直 接 貸 與 工 業 者 所 獲 之 一 分 至 一 分 六
二 厘 為 低 。 且 商 業 銀 行 所 融 通 者 為 短 期 資 金 ， 實 不 宜 用 於
購 買 機 器 設 備 等 長 期 用 途 ， 故 對 與 政 府 合 作 實 施 此 項 計 劃
之 反 應 ， 普 遍 冷 淡 。
　 　 乙 小 型 工 廠 對 生 產 力 中 心 之 調 查 研 究 產 生 反 感 — 申
5供 抵 押 。 ㈣ 分 期 付 款 — 為 最 普 遍 之 一 種 方 法 。 年 利 率 為 九
厘 至 一 分 三 厘 ， 償 還 期 限 為 六 個 月 至 一 年 ， 無 須 抵 押 。
　 　 ㈤ 香 港 政 府 為 協 助 小 型 工 業 獲 得 貸 款 購 置 現 代 化 機 器
設 備 ， 特 成 立 小 型 工 業 貸 款 計 劃 ， 已 於 一 九 七 二 年 六 月 開
始 施 行 ， 貸 款 金 額 由 五 萬 至 廿 五 萬 港 元 ， 貸 款 利 率 九 厘 ，
償 還 期 限 三 至 五 年 。 惟 申 請 貸 款 者 至 少 須 自 行 負 擔 機 器 設
備 全 部 費 用 百 分 之 廿 五 ， 且 必 須 通 過 香 港 生 產 力 促 進 中 心
之 研 究 調 查 ， 其 調 查 費 用 須 由 申 請 人 負 擔 壹 仟 港 元 。
　 　 ㈥ 小 型 工 業 貸 款 計 劃 自 實 施 以 來 ， 僅 十 餘 家 小 型 工 廠
申 請 貸 金 ， 而 獲 得 批 準 者 ， 為 數 僅 三 家 而 已 。 查 其 失 敗 原
4整 個 工 業 從 業 員 百 分 之 五 十 八 ， 其 工 廠 數 目 更 佔 整 個 工 業
組 織 百 分 之 九 十 四 。 此 外 ， 此 等 工 業 對 本 港 外 銷 總 值 亦 佔
有 一 個 相 當 重 要 比 例 。
　 　 ㈡ 小 型 工 業 經 常 遭 遇 財 務 、 管 理 、 及 產 品 推 銷 等 方 面
之 困 難 ， 其 中 尤 以 財 務 問 題 為 甚 。
　 　 ㈢ 小 型 工 業 多 為 獨 資 組 織 與 有 限 公 司 ， 其 決 策 及 管 理
仍 未 能 運 用 現 代 化 之 技 術 與 方 法 。
　 　 ㈣ 小 型 工 業 之 固 定 投 資 以 購 置 機 器 為 主 。 資 金 來 源 有
三 ： 甲 本 身 資 金 。 乙 銀 行 貸 款 — 年 利 率 一 分 至 一 分 六 二 厘
。 償 還 期 限 為 一 年 以 上 ， 必 須 抵 押 ， 而 小 型 工 廠 多 為 能 提
3　 　 研 究 工 作 包 括 二 個 主 要 部 份 ： 甲 搜 集 有 關 本 港 小 型 工
廠 資 金 來 源 與 財 務 困 難 、 及 政 府 對 小 型 工 業 貸 款 計 劃 實 施
情 況 等 方 面 資 料 ； 研 究 東 亞 各 國 資 助 小 型 工 業 之 實 務 與 辦
法 ； 更 從 本 港 中 文 大 學 嶺 南 工 商 管 理 研 究 所 對 小 型 工 業 貸
款 計 劃 之 研 究 報 告 中 ， 獲 得 小 型 工 廠 對 小 型 工 業 貸 款 計 劃
之 意 見 。 　 乙 進 行 訪 問 調 查 ， 以 明 瞭 小 型 工 廠 之 組 織 情 況
， 其 資 金 來 源 與 籌 措 方 法 ， 利 息 負 擔 與 償 還 期 限 ， 及 籌 措
資 金 時 所 遭 遇 之 困 難 等 。
　 　 茲 將 研 究 及 調 查 所 得 ， 撮 述 其 要 點 如 下 ：
　 　 ㈠ 小 型 工 業 為 本 港 經 濟 主 脉 。 此 等 工 業 所 僱 用 人 員 佔
2金 融 通 困 難 ， 理 應 減 至 最 小 程 度 ， 何 以 政 府 獨 對 小 型 工 業
加 以 貸 款 援 助 ， 是 否 意 味 小 型 工 業 備 受 本 港 各 金 融 機 構 及
銀 行 之 差 別 待 遇 ， 故 加 以 援 手 ？ 再 者 ， 此 種 援 助 計 劃 祇 針
對 購 置 機 器 設 備 而 言 ， 是 否 表 示 本 港 小 型 工 業 其 他 管 理 與
技 術 等 問 題 ， 已 臻 善 境 ？ 又 此 項 小 型 工 業 貸 款 計 劃 對 小 型
工 業 究 竟 有 無 具 體 幫 助 ？ 作 者 對 上 列 問 題 ， 為 求 更 深 入 之
認 識 ， 除 研 究 本 港 現 行 小 型 工 業 貸 款 計 劃 及 小 型 工 業 之 財
務 問 題 外 ， 並 參 改 東 亞 各 國 資 助 小 型 工 業 之 方 法 與 情 況 ，
作 一 初 步 之 建 議 。 冀 望 此 等 建 議 有 助 於 各 界 人 仕 對 小 型 工
業 之 瞭 解 及 改 進 。
1　 　 　 　 政 府 資 助 小 型 工 業 之 研 究 — 特 別 討 論
　 　 　 　 　 香 港 政 府 現 行 小 型 工 業 貸 款 計 劃 　 　 文 錫 輝
　 　 世 界 各 國 政 府 對 其 小 型 工 業 均 予 以 不 同 種 類 之 援 助 ，
此 等 情 形 ， 尤 以 東 亞 各 國 為 甚 。 香 港 政 府 亦 鋻 於 本 港 小 型
工 業 在 購 置 機 器 設 備 方 面 遭 遇 財 務 困 難 ， 特 於 一 九 七 二 年
六 月 成 立 小 型 工 業 貸 款 計 劃 ， 以 協 助 小 型 工 業 購 置 現 代 化
機 器 設 備 ， 藉 以 提 高 生 產 力 。 就 香 港 而 論 ， 小 型 工 業 之 定
義 乃 指 僱 員 少 於 二 百 名 ， 而 全 體 東 主 投 資 資 金 總 額 在 六 十
萬 港 元 以 下 之 小 型 製 造 廠 。
　 　 查 本 港 銀 行 林 立 ， 金 融 機 構 亦 眾 多 ， 對 於 各 行 業 之 資


